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THAILAND — KEY BCONOMIC INDICATORS 


All money values in US$ million; riod averages unless otherwise indicated 
US$1.00 = Baht 25.71(1987) CALENDAR YEARS 

Exchange Rate: US$1.00 = Baht 25.27 (1988 ) 1987 1988 1989 
US$1.00 = Baht 25.68 (1989 ) 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 47,119 57,001© 66,525© 
Per Capita GNP at Current Prices (U.S.$) 879 1,045 1,176¢ 
Percentage Breakdown of GDP 
at Current Prices by Major Sectors: 
Agriculture 16.1 16.9¢ 16.0¢ 
Manufacturing 23.9 24.4¢ 24.3¢ 
Wholesale & Retail Trade 15.6 15.8 16.0¢ 
Services 13.9 13.4¢ 13.8¢ 
GNP at Constant (1972) Prices 17,111 19,337© 21,379 
Gross Fixed Capital Formation at Current Prices 11,299 14,950¢ nea. 
Labor Force (in thousands) 28 ,8 60 29 ,920 30 ,8 70¢ 
Unemployment Rate (%)* 6.7 5.0 4.6¢ 


MONEY AND PRICES 
Money Supply (M1) 5,150 5 876 6 ,808P 
Commercial Bank Prime Rate (MOR)** End of period (%) 11.50 12.00 12.5-13.5 
Indices: 
Producer Prices (1976=100) 178 .4 193.0 201.9 
Consumer Prices (1976=100) 202.6 210.4 221.7 


TRADE AND BALANCE OF PAYMENTS 
Total Exports, FOB 11,663 15,970 20,08 2¢ 
Exports to U.S. 2,168 3,200 4,293¢ 
Total Imports, CIF 12,999 20,305 25 ,545©¢ 
Imports from U.S. 1,618 2,753 2 839° 
Balance of Trade - 1,336 - 4,335 - 5,463¢ 
Earnings from Tourism 1,946 3,121 3,777¢ 
Remittances from Overseas Workers 840 927 900¢ 
Current A/C Balance - 363 - 1,655 - 2,238¢ 
Net Capital Movements 821 2,783 5 ,455¢ 
Overall Balance of Payments 707 1,602 4,340 
Net International Reserves 5,372 6,430 10,215 
External Public Debt 12,957 12,599 11,800¢ 
Annual External Debt Service (Total) 2,658 2,758 2 ,600¢ 
Debt Service Ratio (%) 17.2 12.9 11.0¢ 


Leading Import Items from U.S.: (1989) (Mill.$): Electronic components & parts 
(432), Tanks & armored fighting vehicles (130), Aircraft and spacecraft (95), 
Cotton & cotton waste (71), Parts of balloons, aircraft & spacecraft (63), 
Turbojets & other turbines (55), Office machine parts (47), Tobacco, 
unmanufactured (43), Flat-rolled iron (42) (U.S. Department of Commerce) 


Footnotes: e - estimate , p - preliminary, * - includes available but not 
looking for work, ** — minimum overdraft rate. Data available as of 
March 14, 1990. : 


Sources: National Economic and Social Development Board; Bank of Thailand; 
Business Economics Dept., Ministry of Commerce; Customs Dept., 
Ministry of Finance; Embassy estimates 





SUMMARY 


At 10.8 percent, Thailand's real economic growth in 1989 was the 
best in Asia, if not the world. Growth was broadly based, as 
exports surged by 26 percent, investment in new productive 
capacity continued at high levels, and domestic demand was 

strong. Agricultural sector growth was about half the 1988 level, 
while manufacturing sector output rose by an estimated 

21 percent. Construction sector growth was nearly 19 percent. 


Thailand's booming economy resulted in national government 
revenues significantly above forecasted levels and, combined with 
a shortfall in investment spending, led to a second consecutive 
budget surplus. Efforts to mobilize foreign savings were 
sufficiently successful to force the Bank of Thailand to tighten 
monetary policy during late 1989 to neutralize the impact of 
capital inflows. Cost-push inflation arising from supply 
shortages became more of a problem. The Consumer Price Index rose 
by 5.4 percent, with food prices up by over 8 percent. 


The merchandise trade deficit rose to an estimated $5.5 billion, 
although a big surplus in the services and transfers account kept 
the current account deficit to a manageable $2.2 billion. Massive 
capital inflows resulted in a $4.3 billion overall payments 
Surplus, boosting reserves to the value of five months of 

imports. The debt-service ratio dropped to 11] percent. 


Real growth should be in the 8 to 10 percent range this year, 
although capacity constraints and bottlenecks will become more 
apparent. Growth rates for exports and imports probably will 
decline, and the trade deficit will grow. The current account 
deficit could widen to $2.5 billion, but the balance of payments 
should again be positive. The budget should be in surplus, while 
inflation will probably accelerate somewhat. 


Bilateral relations between the United States and Thailand remain 
very good, although Thailand's industrial diversification and 
growing role in the world economic structure have inevitably given 
rise to certain trade frictions. Bilateral trade exceeded 

$6.6 billion in 1989 and continues to grow. U.S. investors are 
almost universally happy with their operations in Thailand. The 
U.S. Government encourages and assists U.S. business interested in 
a broader U.S.-Thai economic and commercial relationship. 


MACROECONOMIC SITUATION 


Economic Growth: Thailand's economic performance during 1989 was 
the best in ASia, if not the world. According to preliminary 
figures, real gross national product (GNP) grew by 10.8 percent in 
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baht terms in 1989, almost as impressive as the revised 1988 
growth rate of 12 percent. A major increase in export revenues 
and continued strong capital inflows helped fuel the economic 
expansion. In addition, the strength of the agricultural sector 
during 1988 and early 1989 resulted in higher purchasing power 
among the rural majority of the population. The Bank of Thailand 
estimates that farm income increased by over 16 percent in 1989 in 
nearly every region in the country, the exception being the south, 
where flooding and a typhoon reduced the production of the 
region's major crops. Moreover, many farmers supplement their 
incomes from nonfarming sources, such as temporary jobs in Bangkok 
and major provincial capital cities or by part-time or seasonal 
nonagricultural work such as mining gems. 


Year-end GNP reached $65.5 billion equivalent (at the 1989 average 
exchange rate of 25.68 baht to the U.S. dollar). On a per capita 
basis, GNP in current dollars reached $1,175. However, this 
figure masks significant regional disparities. The Embassy 
estimates that per capita GNP in the Bangkok area was about 

$3,000 at year-end, while per capita GNP for some other regions 
could be less than $600. There is, however, widespread agreement 
that the economic condition of the vast majority of the population 
has improved considerably since 1986. 


Agriculture Sector: While some 80 percent of Thailand's 
population continues to live in "rural" areas, the relative 


importance of the agriculture sector as a contributor to GDP has 
declined. Revised National Economic and Social Development Board 
(NESDB) figures indicate agriculture accounted for 15.9 percent of 
1989 GDP, down from 22.8 percent a decade earlier. The crop 
production subsector accounted for nearly two-thirds of that 
total. According to the Bank of Thailand, real growth in the 
agriculture sector decelerated from over nine percent in 1988 to 
about four percent in 1989. The NESDB estimates 5.6 percent 
growth in 1989, down from 10.2 percent a year earlier. 
Decelerating growth was due to much slower growth in grain output 
and prices; reduced prices for several important cash crops such 
as coffee and kenaf; a sharp drop in forestry output due to the 
ban on logging; and further depletion of major fishingbeds. 
Strong performers were sugar, cassava, and the oilseeds. 


Manufacturing Sector: Thailand's increasingly diversified 
manufacturing sector accounted for some 24.3 percent of 1989 GDP. 
Real output growth in the sector was about 15.9 percent in 1988 
and 21.1 percent in 1989. The export-oriented component of the 
sector continued to be dynamic, attributable to, among other 
factors, the recent growth in export-oriented direct investment, 
the price competitiveness of Thai products -- both because of 
labor productivity and the currency realignments in recent years 
-- and to government policies that encourage exports. 





ae 


Industries where production has increased rapidly include 
computers and components, garments, canned food, gems and jewelry, 
ceramic products, and electronics. Production for the domestic 
market was also important in boosting 1989 output above already 
high 1988 levels. High growth industries included motor vehicle 
assembly and production of motor vehicle parts, construction 
materials, foods and beverages, and electrical appliances. 


Other Sectors: High construction sector growth -- 19 percent -- 
Ted to serious shortages of nearly all major construction 
materials. Construction of private office and residential 
properties showed more vigor than public sector projects. Sharply 
higher domestic demand contributed to strong growth in the 
wholesale and retail trade sector, which grew by about 

11.2 percent in 1989. Other sectors showing significant real 
growth in 1989 included mining (9.3 percent) and financial 
services (13.1 percent). The services sector including tourism 
grew by 10 percent last year. 


FISCAL PERFORMANCE 


The fiscal performance of Thailand's national government during 

FY 1989 (year ending September 30, 1989) was an improvement over 
1988's already solid performance. According to the Bank of 
Thailand, total receipts were $12.0 billion equivalent, up 

26 percent from the corresponding figure for FY 1988. Total 
expenditures (excluding debt principal payments) were $9.7 billion 
equivalent, resulting in an overall cash balance position of some 
$2.3 billion, about double the FY 1988 surplus. Delays in final 
approval of the FY 1989 budget and in the implementation of public 
sector construction projects were among the factors that kept 
expenditures below intended levels. The budget surplus allowed 
early redemption of certain government domestic bonds. 


The Embassy estimates the national government budget accounts for 
roughly 50 percent of total public sector spending. During 

FY 1989, the state enterprise sector as a whole received 

$171 million in transfers from the national government budget and 
returned about $353 million in profits to the national government. 


MONETARY POLICY AND INFLATION 


During 1989, the Bank of Thailand took various steps to encourage 
the mobilization of domestic and foreign savings, such as 
liberalizing interest rate ceilings on certain deposits. Higher 
growth of domestic savings and massive foreign capital inflows 
resulted in an easing of liquidity constraints. During the second 
half of the year, the bank, increasingly concerned with an 
acceleration in the growth of the broad money supply, tightened 
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monetary policy. It, for example, discouraged credit extensions 
to nonpriority sectors and proposed an increase in the interest 
rate ceiling on commercial bank lending. Broad money supply (M2) 
grew by some 26-27 percent during 1989, versus a growth of 

18.2 percent in 1988. 


Inflationary pressures became more of a concern during 1989. 
Thailand's official Consumer Price Index increased by 5.4 percent 
in 1989, an acceleration from a 3.8 percent rise in 1988. The 
8.3 percent increase in food prices during 1989 explains most of 
the acceleration. Thailand's GDP deflator rose by more than 

10 percent in 1989. The government adopted various measures at 
the end of the year to deal with cost-push inflationary pressures 
and additional measures were under consideration. 


INCOME DISTRIBUTION AND LABOR 


Thailand's policy of promoting export-led growth by encouraging 
processing and manufacturing industries has been a major factor in 
bringing about higher income levels throughout the Metropolitan 
Bangkok area and in those few other locations in Thailand where 
manufacturing or tourism are major activities. Current 
information on income distribution countrywide is not available. 
The general view is that income levels outside the Bangkok area 
are growing but at a slower rate. Given Thailand's comparative 
advantage in food production, malnutrition is far less common in 
Thailand than in most developing countries. 


Thailand's labor force grew by 3.2 percent during 1989 -- about 
double the rate of population growth -- and reached 30.9 million 
at year-end. Official unemployment -- 5 percent in 1988 -- was 
estimated at 4.6 percent in 1989. The extent of underemployment 
is unclear, but it is extensive particularly in rural areas. In 
Bangkok and five other provinces, the minimum wage rose to 78 baht 
(about $3) per day in April 1989. In early 1990, labor leaders 
sought an increase to 95 baht. Lower minimum wages prevail 
elsewhere. Only about 3 percent of the industrial labor force is 


unionized. Over half of union members are employed in state 
enterprises, 


EXTERNAL SECTOR 


Thailand's merchandise exports grew by about 26 percent in dollar 
terms in 1989, a deceleration from the 37 percent rate recorded in 
1988. Lower growth was due in part to slowing world economic 
growth and worldwide declines in the prices of certain 
commodities. Merchandise exports reached $20.1 billion on a 
customs basis (f.0.b., estimate figure). Growth in nontraditional 
and higher value added exports again outpaced the eight 
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traditional export categories. The value of merchandise imports 
rose to $25.5 billion (estimate figure, c.i.f. basis), up 

25 percent in dollar terms from 1988. There were higher rates of 
growth for imports of fuels and consumer goods. Capital goods 
imports grew less rapidly. As a consequence, the trade deficit 
increased further, reaching an estimated $5.5 billion. 


Earnings from tourism (close to $3.8 billion) and remittances from 
Thai workers abroad contributed to a $3 billion positive balance 
in the services and transfers account. The wider trade deficit, 
therefore, was the major factor in causing a current account 
deficit of more than $2.2 billion, up about $600 million from the 
1988 figure, and equivalent to about 3.4 percent of GDP. Net 
capital inflows of more than $5 billion, however, covered the 
current account deficit. Private investors have become the most 
important source of foreign funds. Foreign investment in the Thai 
stock market surpassed $3 billion in 1989. 


After taking account of errors and omissions, Thailand's overall 
balance-of-payments surplus was about $4.3 billion last year, 
enabling Thai authorities to boost official international reserves 
to $10.5 billion, equivalent to the value of five months of 
imports at average 1989 levels, 


Prudent external debt management policies and the high growth of 
Thai exports have permitted a further decline in Thailand's 
debt-service ratio, which fell from 12.9 percent in 1988 to 

ll percent last year. Thailand's total external debt was about 
$19.1 billion at year-end 1989, with the public sector accounting 
for roughly three-fifths of the total. 


OUTLOOK FOR 1990 AND BEYOND 


Real GNP growth in 1990 should be in the 8 to 10 percent range. 
Agriculture may experience little, if any, real growth due to 
plateauing production and declining prices. Manufacturing output 
growth could be 10 to 12 percent, as some slowdown is likely 
because of supply shortages, including insufficient skilled 
labor. A large increase in public sector spending for 
infrastructure projects should result in the construction sector 
having another very good year. GNP at current prices could reach 
$72 billion or about $1,290 per capita. 


The FY 1990 national government budget projected revenues of 
$12.1 billion and expenditures of $13 billion. Rising 
expenditures will result from a salary increase for government 
workers and higher investment spending. Royal Thai Government 
revenue estimates have proven very conservative, and the national 
government is likely to record another overall cash balance 
Surplus. The state enterprise sector is also likely to be in 





han 


surplus. Interest rates will rise somewhat more in response to a 

tighter monetary policy. The CPI increase is likely to be in the 

6 to 6.5 percent range in 1990, boosted by higher food prices and 

consumer purchasing power and worsened by additional shortages and 
bottlenecks in the economy. 


The value of merchandise exports in 1990 should grow by about 

20 percent; imports will likely grow at about the same rate, 
resulting in a trade deficit in the $6 billion range. Capacity 
constraints affecting the tourism industry could result ina 
short-term slowdown in the growth of receipts. The current 
account deficit could reach $2.5 billion, some 3.4 percent of 
GNP. Net capital inflows probably will more than compensate, 
leading to an overall balance-of-payments surplus, although lower 
than 1989's record surplus. The debt-service ratio will be close 
to that of 1989. 


There is little reason to expect any decline in Thailand's real 
economic growth to below 8 percent annually over the next few 
years. For Thailand, infrastructure bottlenecks and shortage of 
skilled personnel are the most important potentially dampening 
factors. Real growth beyond 1990 will depend, inter alia, on the 
degree of demand restraint implemented to deal with an overheated 
construction sector and broader inflationary pressures, future 
trends in capital inflows, and the overall health of the world 
economy. A slowdown in investment began in mid-1989. There is 
increasing public recognition that metropolitan Bangkok's 
infrastructure -- communications, ports, roads and mass transit, 
and electricity -- is already overtaxed and will come under more 
pressure. Efforts to promote industrial decentralization and 
create more infrastructure outside the Bangkok area will take 
years to implement. In 1989, the government approved significant 
new investments in roads, ports, electricity, and communications 
which will begin to address current deficiencies. Many in the 
foreign business community believe creating more opportunities for 
private sector involvement in Thailand's infrastructure 
development can deal effectively with the challenge without 
risking a large increase in external indebtedness. However, 
strong opposition from state enterprise labor unions and 
managements could be a constraint to such increased involvement. 


In addition to physical infrastructure, the government also 
recognizes the need to devote more attention to the inadequate 
number of newly available managers and technical personnel, 
particularly engineers. There is also a need for further 
carefully managed development of the Thai financial sector. We 
expect the Royal Thai Government will continue to pursue prudent 
fiscal and monetary policies in the context of a private 
sector-oriented development strategy. 





BILATERAL RELATIONS 


Relations between the Governments of the United States and 
Thailand remain very good. The United States supports the 
consolidation of constitutional government in Thailand that 
promotes an improved living standard, the protection of Thailand's 
sovereignty against external threats, a preference for the 
peaceful settlement of disputes, an outward-looking economy, and 
the interdiction and eradication of illicit drugs. The United 
States has sought to build upon these interests in the post-World 
War II period through bilateral programs of economic, military, 
and technical assistance; the negotiation of a revised Treaty of 
Amity and Economic Relations in 1966; and by working with Thailand 
in regional and world organizations. 


While numerous areas of agreement exist and serve to strengthen 
understanding and cooperation between the United States and 
Thailand, U.S. calls upon Thailand to play a role in the world 
economic structure commensurate with its industrial 
diversification and growing economic importance have given rise to 
trade frictions and strains. The United States is seeking 
national treatment for U.S. cigarettes in the Thai market as well 
as improved market access for other U.S. goods and services. It 
has also sought improvements in the Thai regime for protecting 
U.S. intellectual property rights comparable to those standards 
achieved in other East Asian countries. Progress has been made, 
and Thailand is clearly headed in the right direction. The United 
States also initiated a dialogue with Thailand on promoting worker 
rights in response to recent U.S. legislation linking these rights 
with U.S. trade policy. The Embassy sees these efforts as 
compatible with our objective of promoting a growing economic 
relationship between the United States and Thailand. 


OPPORTUNITIES FOR U.S. EXPORTS 


The U.S. share of Thailand's 1989 total two-way trade was about 
15.6 percent (up from 13 percent in 1982), but behind Japan's 

24 percent. According to U.S. Department of Commerce figures, 
two-way U.S.-Thai trade in 1989 exceeded $6.6 billion, with 
Thailand enjoying a growing bilateral surplus. The United States 
puts this surplus at $2.09 billion. U.S. exports to Thailand rose 
to $1.96 billion in 1988 and to $2.29 billion last year. Aircraft 
deliveries have accounted for much of the recent growth in U.S. 
exports to Thailand. 


Best Prospects 
Thailand's bright economic prospects, spurred by an investment 


climate that should attract continuing inflows of private capital, 
make the Thai market an attractive and potentially very profitable 
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one. While U.S. firms can expect strong competition from 
companies headquartered elsewhere, opportunities in Thailand merit 
serious investigation and aggressive pursuit in many sectors. 
Officials throughout the Royal Thai Government have told the 
Embassy they would welcome project proposals from U.S. companies. 
Thailand seeks to reduce the risk of becoming too dependent on a 
small number of companies for its technology, capital, and 
management inputs. As evidenced by the growing number of Thai 
students pursuing technical and managerial courses of study in the 
United States, there is wide recognition in Thailand of U.S. 
expertise in these areas. In the Embassy's view, the following 
sectors offer the best prospects for expanding exports of U.S. 
goods and services over 1990. 


Food Processing and Packaging Equipment: Thailand has embarked on 
a major effort to become one Of the world's leading producers and 
exporters of processed food. Thailand now ranks as the world's 
leading exporter of canned tuna and canned pineapple and is 
rapidly increasing exports of processed fish and poultry. The 
Thai fruit and vegetable industry is also seeking a major 
expansion of its exporting capacity, on occasion via joint venture 
or licensing arrangements. The Thai market for such equipment 
could grow by 10 percent per year through 1991. 


Computers and Peripherals: Total Thai market demand for computers 
and peripherals was estimated at $130 million for 1989, all of 


which were imported. Market growth should be at least 30 percent 
annually as government agencies, universities, and private 
businesses strive to upgrade their capabilities and automate their 
operations. The U.S. Government's Trade and Development Program 
(see page 12) and the Embassy are assisting the Securities 
Exchange of Thailand in these upgrading efforts. Market prospects 
would be enhanced once providers of computer hardware and software 
are assured that computer programs enjoy effective copyright 
protection in Thailand under existing law. 


Medical Equipment and Supplies: There is a growing need for 
hospitals, Clinics, and Other medical facilities in Thailand, both 
to serve Bangkok's growing population and to complement efforts to 
develop industrial and tourist activities outside Bangkok. The 
Thai market for medical equipment and supplies probably grew to 
close to $100 million at the end of 1989, with annual growth rates 
of 10 percent or above forecast into the future. 


Telecommunications Equipment: The Ministry of Transport and 
Communications recognizes the need to provide additional 
communications facilities and equipment in support of Thailand's 
development and diversification. Concessions will be given to 
private firms to operate a satellite communication network, public 
card phone service, paging system, and probably mobile cellular 
telephone service. The Telephone Organization of Thailand also 
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plans to expand its telephone network by increasing 207,000 
telephone lines in 1990-1991 and 3 million lines in 1992-1996. 
The Communications Authority of Thailand will expand its AMPS 
mobile cellular telephone system with a nationwide coverage. 


Agricultural Products: Growth in the food processing and 
industrial manufacturing sectors is enhancing opportunities for 
U.S. food and agricultural products. The food processing industry 
is requiring increased levels of wheat and dairy products as well 
as flavorings, extenders, and other food ingredients. The 
furniture industry has stepped up imports of U.S. wood products, 
while textile industry demand for foreign cotton is growing 

20 percent annually. Imports of dairy and beef cattle, beef, 
wine, apples, and high-value grocery items are also on the rise. 


INVESTMENT CLIMATE AND OPPORTUNITIES 


Thailand welcomes foreign direct investment as a means of 
promoting economic development, employment, technology transfer, 
and export diversification. The Investment Promotion Act of 1977 
provides the basic framework for investment. The Alien Business 
Law imposes certain restrictions. The Board of Investment offers 
incentives to Thai and foreign investors who commit to, for 
example, exporting at least 80 percent of their production or 
locating outside the Bangkok area. There are also attractive 
opportunities for investing at the Securities Exchange of Thailand. 


The market value of U.S. direct investment in Thailand most likely 
exceeds $4.5 billion, or roughly 30 percent of the value of all 
foreign investment. Firms from the United States have fallen well 
behind those from Japan and Taiwan in establishing new investments 
in Thailand, although U.S. investors established here are almost 
without exception highly positive about their operations in 
Thailand and are reinvesting heavily. OPIC programs are available 
to assist U.S. investors in Thailand. 


FOR FURTHER INFORMATION 


The Embassy in Bangkok, in cooperation with the Departments of 
Commerce, Agriculture, and State in the United States, stand ready 
to assist U.S. businesses interested in broadening U.S.-Thai 
commercial relations. Those in the United States should make the 
nearest district office of the Department of Commerce their first 
point of contact. Trade specialists there can provide general 
briefing materials and specific assistance such as the 
Agent/Distributor Service, credit information on Thai importers or 
prospective agents, market research studies, and guidance on 
upcoming trade promotion events. The country specialists for 
Thailand in the Commerce Department's International Trade 
Administration and in the Foreign Agricultural Service, Department 
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of Agriculture, are also valuable sources of assistance. Other 
sources of assistance in Washington include the Trade and 
Development Program, which will consider financing for 
prefeasibility studies in Thailand if such studies are likely to 
lead to incremental U.S. exports, the U.S. Export-Import Bank, and 
the Overseas Private Investment Corporation. U.S. businesses are 
also invited to contact the Thailand/Burma Office, Department of 
State. Business visitors to Bangkok are welcome to make an 
appointment to meet with appropriate Embassy personnel to discuss 
their business interests. 








